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REVIEW 



KLEENE'S PROFIT AND WAGES 1 

This little volume may fail to receive from economists the 
attention which it deserves. It is unpretentious in size and in 
general plan; and plenitude of pages and elaborateness of 
plan are apt to go far in attracting notice and in establish- 
ing reputation. There is here no ostentation of erudition, 
yet abundant evidence of careful study and matured think- 
ing. The incidental remarks on such writers as Landry, 
Schumpeter, Oppenheimer, Bortkiewicz and Graziani show 
that Professor Kleene has read widely and critically. It is 
perhaps significant that he does not give chapter and verse 
or even mention names when referring to the theories of 
English and American writers. This may be due to a modest 
reticence, possibly to a belief that every person who will look 
into his volume at all will be familiar with the literature of 
our tongue. No conversant economist will fail to see what 
doctrines and writers are discussed. 

Professor Kleene's exposition throughout is brief, yet clear 
and straightforward, and his conclusions are stated with suf- 
ficient fulness. What is said in the introduction upon the 
methods of economic science, and more particularly on the 
methods applicable to theoretical inquiry, is excellent. There 
is also discriminating restraint on the significance of any 
inquiry on these topics; as Professor Kleene remarks (p. 107), 
a discussion of the theory of interest takes "only a small and 
inadequate view of the problem raised by socialism." The 
plan of the work, in brief, is to take up in a few introduc- 

1 Profit and Wages. A Study in the Distribution of Income. By G. A. Kleene. 
New York, The MacMillan Co. Pp. iv, 171. 

705 



706 QUARTERLY JOURNAL OF ECONOMICS 

tory chapters, the general theories of interest now in vogue 
these being in order, Bohm-Bawerk's theory, the time pref- 
erence theory, the abstinence theory and the productivity 
theory; then follow three chapters in which the author's own 
view of the case is presented; a concluding chapter gives a 
summary. 

The critical treatment of the theories of others in the 
earlier chapters is excellently done. If one does not always 
agree, disagreement must be accompanied with respect for 
the acuteness and justice of the main criticisms. I am not 
sure that Bohm-Bawerk's theory of interest is a " unitary" 
theory. True, that scholar's reasoning proceeds mainly on 
the lines of our old friend, " technical superiority" ; neverthe- 
less, a sympathetic interpretation of his doctrines leads to 
our equally familiar friend, " preference for present goods," 
and warrants a more catholic statement of Bohm-Bawerk's 
views than his own exposition might justify. At all events, 
I doubt whether a sharp line of distinction can be drawn 
between Bohm-Bawerk's theory on the one hand, and the 
two rival theories of " time preference " and " productivity " 
on the other. His, after all, is a mixture of the two. So far as 
concerns " time preference," that notion does not seem to me 
so sharply distinguishable from the " abstinence theory " 
as Dr. Kleene maintains. The two are, after all, variants of 
the same fundamental conception. The specific productivity 
theory, which comes last in the critical exposition, is disposed 
of effectively, and indeed, has been so effectively criticized by 
other writers, of one school and another, as hardly to leave 
it an important place in the present stage of theoretical 
discussion. 

To time preference, abstinence, and the like, Dr. Kleene 
concedes some influence on the accumulation of capital, but 
denies a dominating influence. There are indeed passages 
which seem to imply a more unqualified rejection of this 
notion : " the time preference theory is a remarkably con- 
sistent piece of theorizing and therein doubtless lies its great 
attraction. But it is spun out of nothing" (p. 53). Yet almost 
at once it is added that time preference may have an influence 
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on saving, lending and borrowing. What Professor Kleene 
really denies is that the expectations, hopes and fears sug- 
gested by the phrase " are sufficiently definite and powerful 
to be given a place in a carefully formulated general theory 
of the rate of interest." And similarly Professor Kleene, 
while agreeing that the abstinence involved in saving is one 
among the factors that serve to explain the existence of 
interest, contends that it goes little way toward explaining 
the amount of interest received. So much doubtless is to be 
admitted. Perhaps, too, it is to be admitted that themarginal 
savers, or marginal savings, are relatively unimportant. 
Professor Kleene frankly says that in conclusions of this sort 
we can be guided only by our general impressions and it is on 
the basis of such impressions of his own that he argues well 
and strongly that abstinential marginal savings are relatively 
inconsiderable. On the other hand, he seems to me to go alto- 
gether too far in urging that great stores of capital are now 
made and maintained " without thought and effort," and 
that capital may almost be said to accumulate itself (p. 68). 
This comes perilously near to the doctrine which appears in 
Professor Clark's Distribution of Wealth, and which seems to 
me quite untenable — that capital maintains and perpetu- 
ates itself in some automatic way, quite independently of the 
owner's state of mind. The circumstance that a thing is 
habitually done, and done without immediate consciousness 
of the actuating motive, by no means proves that the habit 
would persist and the thing would continue to be done if the 
motive were removed. It is true that people seem to save and 
to maintain their accumulations intact, without thought and 
without intent, in quite mechanical fashion. Yet I take it 
that attentive reflection on their course of action under the 
conditions of entire absence of interest would make it clear 
that the maintenance of individual accumulation on any great 
scale would then be unlikely, indeed unthinkable. 

Professor Kleene's own view, stated in the later parts of 
his book, may be described as a revised and revamped version 
of a revised and revamped wages fund theory. The revised 
form of the unpopular doctrine is that suggested by the writ- 
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ings of Bohm-Bawerk and apparently also by my own Wages 
and Capital. It gives me satisfaction to find that so acute a 
thinker as Professor Kleene accepts the general analysis 
which is contained in my volume, and is not afraid of the 
term " wages fund "; tho I am bound to say that this term 
now seems to me of doubtful expediency. The essentials of 
the explanation there given of the mechanism by which wages 
and profits are determined seem to me no less valid than they 
did a generation ago. Professor Kleene takes the same view, 
namely, that the proximate influence determining the general 
range of wages is the quasi-mechanical impact of total wages 
fund, or profit-seeking free funds, against the total supply of 
laborers. His independent contribution relates to the con- 
ditions under which the second item, the supply of laborers, is 
forthcoming. In general outline, as he expressly states, his 
doctrine is very similar to that of Ricardo and Ricardo's 
school — and of Marx also. It make no distinction between 
interest and business profits; it is concerned with " profit in 
the sense of a residual income remaining in the hands of the 
capitalist class as a whole after they have hired the laborers 
and secured whatever the laborers produce over and above 
the amount paid out to them." But as regards the factors 
which, in the long run, influence the supply of laborers and so 
the outcome of this special kind of bargaining, he introduces 
a modification. The Ricardian view, it will be remembered, 
was simple enough; the supply of laborers was determined by 
a fixed and probably low standard of living, and increased or 
decreased in such way that the laborers received in the long 
run the wages which their low standard of living called for. 
So much is still true, Professor Kleene maintains, in backward 
communities like those in Central Europe, or at least those 
parts of Central Europe not yet influenced by modern indus- 
trial conditions. Here the Malthusian view of " natural " 
wages still holds good. But in the capitalistic countries, like 
the United States, England, Germany, France, no such ver- 
sion of the case is tenable; and indeed no one would now say 
that the vital statistics of these countries confirm anything 
approaching this older doctrine. Yet Professor Kleene argues 
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that a modified or revised application of it is still tenable. 
Wages in the United States are determined not indeed by any- 
fixed standard of living among the American laborers, but — 
by the standard of living, the " natural " wages, of the immi- 
grants who bring with them the standard of the backward 
parts of the old world. The specter of immigration and of a 
standard of living debased by immigration hovers in the 
background of Professor Kleene's picture almost as much as 
in that of some anti-immigration extremists. The general 
rate of wages in the United States, he believes, is determined 
fundamentally by the price of unskilled labor; and this in 
turn is determined fundamentally by the last considerable 
addition to the number of such laborers; and the supply 
price of these again is settled by conditions outside the capi- 
talistic region itself. The wages of unskilled laborers in the 
United States are based on the standard of living in the coun- 
tries whence the immigrants mainly come — Italy, Austro- 
Hungary, Russia, the Balkans; with a sort of differential or 
premium resulting from the expenses of immigration and per- 
haps the deterrent effect of distance and unfamiliarity. 

I confess this seems to me untenable, or at all events, 
pushed quite too far. No doubt the general trend of wages in 
the United States has been greatly influenced by the large 
volume of immigration and by the increased supply of 
laborers due to immigration. But the rate can hardly be said 
to be fixed by an old world standard, even with a differential 
super-added. It would seem obvious that the reasoning is not 
applicable to countries like Germany and Great Britain. 
These also, according to Professor Kleene, have reached the 
stage where the Malthusian and Fdcardian formula is not 
applicable to the supply of labor, as he thinks it is in the coun- 
tries more to the eastward and southward. In Germany and 
Great Britain, according to Professor Kleene's own doctrine, 
we find capitalistic conditions essentially similar to those in 
the United States; and we find also no " natural " rate of 
wages. In these countries, since there is virtually no influx 
of immigration, there can be no determination of general 
wages by the imported standard of living among the immi- 
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grants. The special prominence of the problem of immigra- 
tion in the United States causes this factor to loom up 
unduly in Professor Kleene's general explanation. His 
" supply price of labor " for the United States is by no means 
made out as satisfactorily as he would have us believe. After 
all, the outcome of his reasoning, for this country as for the 
others of " advanced " civilization, would seem to be that of 
an impassive unregulated impact. The settlement of wages 
and profit becomes simply a matter of the gathering accu- 
mulation of investment meeting the gathering number of 
laborers, with no ultimate determinant of wages or of profit 
and no " normal " return for either. 

Perhaps some such agnostic doctrine as this is what we 
must come to. If we give up the notion of a regulating rate 
of " time-preference," or the similar one of a minimum return 
necessary to induce abstinence and saving, we have no "nor- 
mal " rate of interest. And if we give up also the notion of 
any " natural " wages settled by a standard of living, what 
have we left ? Specific productivity cannot be demarcated; 
and the productivity of industry at large bears merely on the 
national dividend as a whole, not on its apportionment 
between the different factors of production. Nothing seems 
to be left but the Bicardo-Marx conception — this admittedly 
is Professor Kleene's — of a surplus, essentially fortuitous, 
grabbed by those who now control industry, and soon to be 
seized (the suggestion lies at hand) by those who are rapidly 
acquiring control. 

F. W. Taussig. 
Habvabd University. 



